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Key Judgrents

General Secretary Gorbachev must decide how to address the
conflicting demands of the major rescurce claimants during the
next five-year plan period (1986-90). This will be a far more
difficult balancing act than before because: ,

-- The leadership is likely being pressured to increase
allccations to all three rescurce clailmants--defense,
investment and consumption--unlike recent plan periods
when it seemed that the demands of one or another
claimant could be safely deferred. \

-~ Soviet econocmic growth probably/will continue 1its

downward trend through the end 6f the decade--at a rate

of 1.5-2.5 percent per year. 25X1

If Corbachev pelieves that the rebound in growth that

occurreé in 1963-64 can be sustained--by gooG weather and hils

current emghasis on new personnel, measures to tighten discipline

and modest economic reforms--the rescurce Gilemma mignt not

apéear so urcent. Sbecifically, an annual growth rate cf abcut 4

rercent would allow fcr a balanced appfoach to resource

allocation during 1986-90--in essence a continuaticn of the

strateqy followed during the current five-year plan period.[::::::] 25X1
1f Corbachev's initiatives cannot spur the reqguisite c¢rowth,

pressures will increase to change these pricrities. By the time

the failure to accelerate growth becomes apgarent--probably a
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year or so into the 12th five-year plan--Corbachev will have had
a greater opportunity to develop his economic strategy and fully
consolidate.his political position. He may still decide that
conservative econcmic policies and a balanced resocurce apprcach
are his best options, particularly if, like some Soviet
economists, he sees the next decade as a time when some of the

resource constraints such as labor shortages will be relieved.

25X1

Cn the other hand, Gorbachev--who can look forwardito a lony
tenure--may be ready to take a gamble that the economic benefits
flowing from a more racdical approach wi}l-outweigh the pctential
cclitical risks. This might entail aiéolder approach to economic
reform--such as a program egual in size and stature to the
Kosygin reforms of 1965 or a major expansion of ﬁhe private

stor--which would be a good litmus test of the leacership's

sritment to change. 25X1

In the rescurce allccation area, Corbachev may decide to
risk the political fallout associated with giving & clear
priority to one of fhé major claimants. The checice of which
cleimant tc favor would depend on a variety of domestic and
external catalysts, sucﬁ as the state of US-Soviet felations, the
success of efforts to narrow the technolocgy gap with the hest,

and the apparent link between consumer frustrations and the

failure tc raise productivity growth. 25X1

i1
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Ve should see some leading indicators of such a shift in

resource allocation policy:

-- A substantial boost in military<éxpenditures might be
indicated by an-acceleréted deployment_of major weapcns
programs or the replacement of Minister of Defense
Sokolov with a more aggressive military figure.

-—- A shift tc investment might be indicated by a majocr hcost
in orders for Vestern eguipment and technology end major
new investment programs in sectors cther than food,
energy and machinebuilding. | )

-- The consumer might be favored if we see the elevation of
strong consumer acvocates to the Folitburc such as party
secretary Kapitonov cr the promulgation of an impressive

€

consumer ¢ocds program backed by a real resource

commitment.

Regarcless cf which opticn is chosen, Gorbachev and his rew
tean will have a fpll plate coping with the conseguences of
continued slcw growth and mounting resource demands. This rexus
of problems and the solutions chosen will have a direct impact con
Soviet peolicy with the United -States and its allies. Some would

raise the degree of confrontation while others might spur a more

accommodating pesture

iii
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Preface

This paper looks at resource allocation issues over the next
five years from the leadership's perspective. It examines the
pressures that are heing exérted upcn them to choose among the
resource claimanté. These pressures are both. econuric--the needs
to modernize the aging capital stock and to house and feed the
populatioh——and political--the need to juggle the support of
povier ful vested interests and maintain legitimacy in the eyes of
the general public. The pressures are not only‘dcmestic but

external--the US military buildup and the state of LEast-lest

trade relaticns, for exaxple.

A further complicating factor is'éhat these decisions are
beiny made by a leadership in transition. The way thhat the new
Gorbachev team hahdles these problems may ¢give us clues to their
actions in other pclicy areas. There are pressures on them to act
quickly and decisively but also gocd reasons for them nct to.
There are a bewildering array of options open tc them. The paper
attempts to narrow these choices, as they must do, and present
the most likely alternatives. DRecause the leaderhshig's strategy.

is not easily discernible, we present some advance indicators of

a shift in ccurse.
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Introduction

Lork was almost complete on the 1986-90 plan when Chernenko
died, and it is unlikely that Gorbachev will disrupt its

progress. As Second Secretary with increasirg responsibilities

as Chernenko's health detericriated, he probably had a gcod
opportunity to influence the plan's priorities. The ecorcmy 1in
general was apparently one of his responsibilities, and

agriculture had been his portfolio on the Secretariat since

197¢. | 25X1

GCorbachev, moreover, may ﬁot feel it necessary to take

initiatives at this point, optirg instead tc take advantage of

the five-year plan's natural evolutioﬁ. L five-year plan is just
a general statewent cf intentions and not & rigofous tinetable,
although the five;year defense plan may be less susceptible to
change. As conditions change and/or planning mistakes occur, the
annual plans traditiorally are amended acccecrdingly. In addition,
as Gorbachev rejuvenates the ranks of ecconocwmic adwinistrators ancd

1

formulates his own economic strategy, he can begin to influence
and shade the multitude of economic decisions that constitute the

annual plan and which may eventually result in a perceptible

shift in pricrities. 25X1

25X1
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Current LCcorcmic Policy

Dufing 1981-85, the Soviets had to cope with mounting
resource demands and slowing growth. They initially chose a
strategy that allowed for only modest ¢rowth in investment and
srall increases in consumer welfare but subseguently éecided to
boost the rate éf investment growth. ‘ihe slower growth in defense
begun in the previous planning pericc continued at least into the

first two years of the 1881-65 plan, and there is continued

uncertainty as to its motive.

befense - The Soviets have never published comprehensive
projections of defense spending. he egtimate that at least in
1¢61-82, the growth of defense outlayé held to about 2 percent,
as it had since 1¢76. Because this rate parallelecd the downturn
in economic growth, the share of ClP devoted tc defense during
the past decade remained stable at 12-14 percent, ngarly twice

the US share. The slowdcwn in the growth of defense spending was

25X1

25X1

due largely to zero growth in military procurement. 25X1

Preliminary evidence for 1983 shows an upturn in
procurement, but it is too early to tell if this is an indicator
of a resumption in more rapid growth of defense expendifures. A
| v
1 _ 12 percent increase in the official defense budget for 1985 was
announced at the lovember Supreme Soviet session. This
announcement could be just a political gesture to indicate that

Moscow intends to maintain a strong defense posture, but 1t could
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also be indicative of a real increase in defense expendltures.

25X1

Investment - The Soviets planned to hold down investment

growth during 1981-35 and rely more on productivity growth, as
they had in 1976-80. Fkowever, the rate of growth in industrial
production fell at an alarming rate, and capital costs rose even
faster than before--largely because of unforeseen costs in
bringing new capacity into production and mistakes in allocating
investment. The Soviets apparently abandoned this low investment
pdlicy early in the plan périod. Investment growthrduring 1¢81-

85 probably will be about double the planned rate although rates

-,

25X1

cf growth in individual years have been uneven.

L.ithin the investment sector, major programs such as energy
ané agriculture and those sectors that are critical to enhanced
nroductivity gains such as machine building apparently are
receiving the lion's share of investment resources Guring 1681-
3. According to Cosplan chief Baybakov, three sectors will

enjoy "preferential" rates cf investment growth in 1985--energy

-

raw materials, and machinebuilding.

Consumption - Indicators used to judye planned growth in
consumner welfare sucgested that overall gains woulc be small 25X1
during 1981-85. Specifically, the Sovieté rlanned tc hold down
the growth in wages and transfer payments to the lowest rate in

at least 2C years, a move that would have been inconsistent with o ¢

. » Declassified in Part - Sanitized Copy Approved for Release 2012/11/21 : CIA-RDP07G00258R000100060001-7 i
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planning a large increase in the availability of goods and

services. ' 25X1
The regime apparently decided to focus its limited resocurces
for the consumer on those areas--food and housing-- that were

most vital to maintaining the consumer's sense of well-being.

Evidence of the leadership's commitment to improving food

consumption was the launching of the TFocod Program in 1252--

designeé to increase incentives, recuce waste and redistribute
investment--and the continued purchase of large yuantities of
foreigyn grain and meat. During 188l-65, loscow will prcbaoly
spend over $50 billion cn imports of fgrm'produ?ts, or abpout 440 N
percent of its total hard currency import oill. Lousing haé
received increased priority in this plénning gceriod; cduring 198l-
84 commissionings of new housing averaged 110 million square
-=rs compared with 167 million in 1976-80. The regiwme also
Jtiated improvemcnté in the consumer area that did not reguire
'aﬁ expenditure of resources. An economic experiment begun in the

consuner services area in July 1964, for exanple, was designed to

, improve management and worker incentives in this lony-neglected

~_ - consumer area. , 25X1

Actual consurnption growth during 1$61-85 probably will be
even lower than the Soviets anticipated. Largely as a result of
poor harvests, per capita consumption actually droppecd in 1982

and increased by only abcut 1.5 percent in 1S83. Farm output

25X1
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nearly stagrnated in the late 1970s and early 1980s, partly
because weather conditions were much less favorable than in 1264-
74. The slow growth in per capita consumption may also be
related to a reduceé priority in allocating new investment funds
to consumer-related areas in the previous planning pefiod.

buring 1976-80, investment in agriculture, light irndustry,
processed foods, and housing took cnly 30 percent of the increase

in total investment compared with 41 percent durinyg 1866-76 and

1971-75. 25X1

The 12th Five-Year Plan Dilemra

Competing Demands ’

The competition for rescurces among the major claimants
during 1686-90 will be far greater than it was in 1981-85. Thep
the leadership went intc the planning pericd believing that
productivity growth could compensate for lcower rates of
investment growth and was willing to tolerate low growth rates
for defense—Sfending. l.ow the leadership is under pressure to
allocate substantial increases to all major rescurce claimants:

-- The Soviet military must be arguing for é»boost in

allocaticons given the past slowdown in procurement, the
iumber of projects entering the production stage and the

US military build-up.

25X1
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—- Increased investment is needed to replace the antiguated
capital stock and also toc keep pace with the ambitious
investment programs already adopted for food and
enerygy.
- Consumer demands must ccontinue to be satisfied in order
to boost productivity growth and, in the eyes of soine
observers, to prevent civil discentent. ‘25X1
Defense
Plans for force modernization and the fact that major
weapons sytems are coming to the end of thelr development cycle
argue for booétizg defense over the ccngng years. Wwe estimate
that a substantial number of new or mdéifiec sy;tems will reach
initial operational capability during the 198(s--substantially
more than either of the two previbus decades. 25X1
25X1
Guring 1566-9C the Soviets will 25X1
attempt to:
-- hchieve a major modeiniiation cf their strategic
defensive forces, 25X1
25X1
-- Continue the proaa mcdernization of their strategic
cffensive forces with major production pregrams {cr each
of the primary strateyic force elements. 25X1
6

25X1
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-- Increase greatly their power projection capability,
including their first-ever lestern-style aircraft carrierx
and a new heavy transport aircraft. t

-~ Push the rapiad expansion of their military space effort.

-- Sustain the modernization programs for conventional &and

theatre nuclear forces, especially those deployec

opposite LATGC. ' 25X1

Pressure to compete with the US Strategic Pefense Initiative
SDI) will also aéd’to defense requirqunts and nake 1t more
difficult for the Zoviets teo plen for‘long-run military needs.
Soviet scientists have stated that a workable US SDI system will
nbt be possible for at least a decade ancd that the cost of
countering it will be far less than building cne, but their
statements suggest é fear that. a techrolcoyical breakthrough

resulting from Sil-related research,-such as in lasers, cculd

have a more immediate payoff in other weapcn systems. ‘ 25X1

Soviet leaders from Brezhnev througn Chergewkc have had to
deal with critics who argued that the military was not receiving
adecuate resources tco counter the perceived U5 threat. The
Cctober 1%$§2 speech by Brezhnev to the wmilitary leadershiy wes a
clear attempt to calm disgruntled elements there. Wwhile he

tossed them a sop by endorsing the military's need to stay

25X1
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competitive in R&D and by omitting mention of START of ILT talks,
he took the position that the Party "adopts measures to meet all

your needs," a view that was generally endcrsed oy Defense

Minister Ustinov.

| : 25X1
Chernenko stated soon after becoming Ceneral Secretary that

the allocation of “considerable resources" to defense "over the

past five years" had not been allowedé to cut into "social

programs." A subseguent reformulaticn of this pronouncement in

July and September 1964 seemed designed to establish that this

was nct just an historical statement but current golicy. 25X1

the defense sector has been forced to share its pricrity claim to

resources with some consumer-related sectors, especially the Food

Program. In April 1984, Chernenko | 25X1

¢id not believe it necessary to 25X1

extend the work week or establish a defense fund in order to

reserve the ccuntry's security. On other cccasions, however, he

ls]

raised the spectre of nuclear war precipitated by Pershing

deployments and ‘growth in US military budgets. 25X1

Cne groupla:guing for increased rescurces for defense
apparently is a wmilitary contingent which disagrees with Brezhnev
that "all the needs" of defense are being met. Larshal Likclay
Ogarkov, former Chief of the Ceneral 5Staff, has been a vigorous

spokesman for military interests and may belonyg to this groug.

25X1
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During the last several years Ogarkov hes repeatedly emphasized
the need to compete with the US defense effort, on which, he
asserts, the Reagan administration has lavished "incredible

Csums." liis assertiveness on this issue may have played a role in

his demotign last September. _ ' 25X1

Some members of the Poiitburo may also feel that it is time
for a boost in defense spending. In their Supreme Soviet.
election speeches early in 1964, most of the leadership described
the strengthening of defehsé as a longstanding concern, but one
not reguiring a diversion of rescurces. Two leaders, however--
Party Secretary Roméncv, responsible for the defensé industiies,
and Ukrainian party chief Shcherbitskf—-took a somewhat different
téck. Romanov said that the party andg state "will equip" the
Army and lavy with everything necessary--a nuance at variance
with the prevailing line that the armec forces already had
everything they needed. Shcherbitskiy said that the Soviets will

i return to detente "only when the defense miyht of the Stoviet
Union and cur allies is sufficient...", a statement that might
also be interpreted as a call for increased resocources. In late
1964, he announced the appcointment of a new republic Central

\
\
|
|
\
|
Committee Secretary to supervise the defense and hiyh technclogy

industries, the only republic leader to do so. 25X1
Thus far, Gorbachev's public position on this issue has not

heen established. Wwhile citing the need¢ "more than ever tc be on

o]

\
|
| 25X1
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guard, to display high vigilance, and to strengthen our defense
in the face of Imperialism's mounting aygressiveness," he has
often balanced such assertions with mcre conciliatory rhetoric.
In his February 1965 election speech he mwerely assured his

audience that defense was being maintainec "at the proper

level,"

Investment
~If the Soviets continue tc have problems in raising
productivity growth, as they have in the past, then a boost in
investment growth* during 19€6-90 is required to: -
-- support majér new programs for/fOod and energy;
-- expand the machinebuilding and metalworking sectcr--the
key to future production of investment géods, military
nardware, and consumer durables;

-- relieve bottleneck sectors such as transportation;

-- modernize sectors vital for procductivity growth such as

ferrous and non-ferrous metallurgy.

The Food Program, introduced in hay 1932, has been given
high priority by successive reglmes as the key to reducing
dependence on foreign imports of grain and foodstuffs. This
program laid early claim tc about one-third of total investment

durinc 1986-90, the same share that was allocated in the current

10
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five-year period. According to Soviet data released in
conjunction with the approval of the Long-Term Lnergy Program, "
investment in the energy complex during the lZth-Five-Year Plan

will take 22 percent of total investment compared with about 17
percent during 1881-65. HMoreover, this share might bé further
increased since Soviet planners may be in the prccess of raising
their estimates of inyestment.requirements in energy. Soviet oil
production in 1964 was 3 million tons less than in 1983, and
Soviet press reports indicate that the amount of Qrilling
reguired to achieve the 1984 output'was well in excess of plan--
suggesting that investment reqtirement§,ih this sector were

pnderestimated. ' . 25X1

If the momentum of the Food and Energy FPrograms is
maintained--as leadership statements suggest--allocations to the
remaining sectors will be scgueezed severely; if total investment

1 ~

increases by only 2 percent, for example, investment in these
sectors must remain flat. ‘This sqgueeze comes at a time when

there is a critical need to increase investment in

machinebuilding and metalworking in crder to raise its

technological level, 30-40 percent of 25X1

all eguipment has been in operation for more than 15-20 years,

while capital repair in industry is eqguivalent to at least cne-

third of total investment in new fixed capital. 25X1

A substantial backlog of necessary investment exists 1n

11

25X1
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other areas as well. The transportation sectcr, especially the

railroads, remains a potentially sericus bottleneck. Officials

B
from the Central Asian republics have lobbied heavily for costly
irrigation projects. Such industrial branches as ferrous ana
non-ferrous metallurgy and chemicals require more invéstment

funds if they hope to raise productivity. Investment funds are

also needed for long-neglected consumer areas such as light

industry. The sgueeze is already evident here. ] \ 25X1

25X1

the most sericus problem has been the 25X1

scarcity of investment funds for ligbt_jnéustrv. 25X1
In contrast with previous‘plan periods, the leadershig has

been silent concerning the future direction of investment

"growth. In 1979, for example, then Chairman of the Cbuncil cf

liinisters Kcsycoin noted that the low investment growth cccurring

during 1876-60 was'a "positive trend...it wust be enshrined in

plans for the future." Lowever, members cf the current

leadership have repeatedly called for an acceleration of

=
o
U\

scientific and technical pregress, which direct 1mplication:
for investment crowth. Ccrbachev, in fact, has called for
"revolutionary change" in this area and has noted that the

probler is particularly acute because of the "consideravle aye"

of the country's production apparatus. ' 25X1

within the investment categéry, the leacdership has

25X1
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apparently reached a ccnsensus to continue suppcrting the
investment demancds cf the Food and Energy Frograms and to
increase invéstment in HBFw. A sumuary of the proceedings of a
July 1984 Central Committee conference cn the five-year plab
noted that the "faster ¢rowth" of machinebuilding was;being_givem
"great attenticn." Corbachev, in major speeches both befcre and
after becoming Ceneral Cecretary, indicated that investment in
NEMW must be ¢iven preferential treatment. ke told the Lpril

party plenum that it is necessary "to speed up by cne and & half

-

to twe times" the rates of growth in this sector during 1986-

¢sc. " , L 25X1

Consumpticn !

Continued growth in consﬁmption is recuired during 1S886-90
in order tc stimulate the growth in labor productivity and fo
help prevent worker unrest. The most urgent demand continues to
be an improved cdiet. The Focd. Progrem, particularly the emphasis
cn decreasing waste in procurement and processing, may yield some
resulfs during 19¢6-50, but it will not bLe a panacea.* Oﬁe of
the Program's major features--the recdirection of investment
resources between the farm sector and its supporting industries--
will not bring a quick pay-off and indeed is not occurring at

slanned rates. £As a result, the Soviets will need to continuc te

25X1

-
(%]

25X1
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allocate scarce foreign exchange for food imports for the

| foreseeaple future. | _ 25X1

A new consurer program for 1986-9C, only parts of which have

been unveiled, is tc concentrate on improving the supply of non-

P

i

focd consumer goods. BAlthough it will reguire some increasc in
resources, a Gosplan officialvindicated in a Soviet press article
last July that the program's success would depend larcgely on
metter and more efficient planning and organization rather than a
larger resource comtitment. In a recent conversation with a US

,
Lanbassy officer in Moscow, & Soviet economist working con the
pregram revealed that the prdgram has th’succeeded in wresting
the necessary resouﬁces te make it “impressive enough" to
introduce. One problem is the reportecd unwillingneés'of certair

CENMA countries to pledyge increased exports of consumer goods to

the USSRk when they could be scld to the hest for hard currency.

25X1

T“he recent regimes have beern careful not to raise the
expectations of the consumer for 1986-9C, although they have
continued tec cling to the rhetorie begun in the Brezhnev era that
the major focus of the five-year plans is the consumer. Lvern
Chernenko, who was generally regarded as the leading consumer
advocate under Brezhnev, toned down bis rhetcric on this issue

when he became Ceneral Secretary. ke reminded workers that if

they wanted to live better, they had to work better, and he hela

14
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cut the prospect of improving only selective consumer areas that
would have the ¢greatest impact on worker morale--food and
personal and communal services (particularly housing and medical
éervices). Chernenko believed, hcwever, in zealously defending
these favored sectors from encroaéhment by cther claiﬁants,

exemplified by his statement abcut limiting the impact of defensec

spending on "social programs." . 25X1

'

It is likely that Gorbachev shares Chernenko's sentiments

| about the importance of selected consumer areas, particularly
food, since he has been the leadership's agricultural spokesman
cince 1978. In his December ideclogy speech he also emphasized

the neeé to improve the health care system, which "does not fully

\

|

\

|

|

\

\ |

‘ meet present needs." lowever, since beccming Ceneral Secretary,
‘ Corbachev's messages to the consumer ¢enerally have been less

\

| reassuring than those of his predecessor. Qe has beep a firm

3 advocate of “social justice," which includes the policy of tying
|

| wage increases closer to proauctivity growth. Le has also picked

up or Andropov's discipline campaign which had flaggeC under

Chernenko. greater 25X1

"order" and discipline® would be reqguired to "sgueeze more out of

the economy." lMorecver, in this same forum, he warred that

consumer sacrifices might be necessary if national income grcwth

Goes not reach 4 percent per year during 1986-S0. 25X1 ©

Crowth Prospects and Rescurce Trade-Cffs

15
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Despite some improvement in the econcmy's performance during
1963-84, Soviet economic growth is likely to continue its lohg—
term cdownward trend (see Figure 1). e estimate that Soviet GLP
growth will rance between 1.5 and 2.5 percent annually éuring
1986-50 because of the regime's cdntinugd inability'té generate
resource inputs at past rates and to stem falling productivity.
This reflects mainly:
-- smaller additicns to the working-age population during
the next several years than at any time since the early
1960s.
_ -- rising costs of extracting and transporting industrial
1 raw materials.
-- a continued slowdown in the growth cof capital stock.
-- only marginal improvements in growth from Gorbachev's
- campalgn to reiﬁvigofate managyement and increase WOILKEX
discipline. \ 25X1

The Soviets can do little to amelicrate the first two
proplems cduring the remaincer of the 1%&(s. Labor force
participaticn rates for both men and women in the. priwmary working
... ages (20-59) are already over S0 percent--higher than in any

country in the world--and the majority of the gension—age
vopulation have jobs. Also, production costs will continue to
‘rise rapidly over the next five years, particularly in the

extractive industries, as a result of the declining qguality and

25X1
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quantity of easily accessible raw materials. 4 leadership
decision tc boost investment would have some impact on CHP growtn
during 1986-90 but its principal effects would fall in the

i9905. New fixed investment is converted into capital stock with
a substantial lag, and the existiﬁg capital stock is so large

. C ’ .
that increments in 1rvestment would have to be very large to

significantly bococst its growth. _ 25X1

The Soviets sconer or later must face the fact that the

growth in CLP during 1986-90C will not permit them simultaﬁeously

to give preference to investment growth, return to the defense

spending rates of the early 1970s, and,dnbrease consumgtion

substéntially. 2 major commitment could be made in one cof these

areas, but this would probably reguire little or nc gain in one

or both c¢f the cthers. _If, cn the othexr hand, defehse,

investment, and consumption are all allowed scme growth, nene

will grow enough to meet the full range of challenges faced.[:::::::}25x1
Crne exanrnle should suffice te illustrate the dilemma.  If

the Soviets were to accelerate defen spending to 4-5 percent

6]
]

while maintaining investment at 4 percent, a faltéring in overall ‘ {
economic grewth would cause living standards tco stagnate cr even

decline. Looked at in ancther way, the decision toc accelerate

25X1

17 !
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poth investment growth and cefense spending would cause the share
of output from the machinebuiléing sector going for consumer
durables tc decline rapidly and pe cut by almost twe-thirds by
1990. A sharp increase of machinery imports from the WLest anc/or
Eastern Eurcpe would relieve presstre on the domestic’

machinebuilding sector but would force lMoscow to cut back on-its

nurchases or accept a large increase in its debt.

s

ayricultural

25X1

réGressing the Dilexma

25X1

25X1

an unusual absence of heated debate cver the 1%66-5C

nlan may irdicate continued optimism over future economic
performance and/or a deliberate decision to aveid potentially
divisive issues at the leadership level. In any event, there 1is
no need to cefine a strategy at this pecint; annuzl plans will be

continually amended in response to changiny eccrnomic conditicns

and leadership pclicies in acddressing them. 25X1

Corbachev has publicly demonstrated his impatience with
slowing economic growth and--by dismissing some senior officials

and publicly stressing the urgency of economic change--has made
it clear that he will take steps to imprcve eccnomic
performance. (see Box). LHow Corbachev ultimately responds to the

rescurce dilemma will have implications for his strategy in other

25X1
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areas. Traditional Soviet cdnservatism and optimism argue
strongly for a continued blancing act among resource claimants in
the hope that future improvements'in economic performance will
éllow some gains for evéryone. This option will look less viable

if economic growth continues its downward trend. A more radical

approach may then be tried--giving clear priority to cne of the

T~

25X1
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20a TRAT

GCRBACLEV'S LEMERGINKG AGELDA

April speeches by Ceneral Secretafy Corbachev and First
Deputy Premier Aliyev outlined ampitious goeals fof revitalizing
the Soviet economy and addressing social problems. Both leadefs
were implicitly critical of Chernenko's inacticn. Ccrbachev
identified accele;ating ecconomic growth as his primary domestic
goal and claimed Politburo backing for & strategy that included
Tore rapid introduction of new technology, a restructuring of

investment, new initiatives in management and planning and

stricter performance standards. : 25X1

Doth Corbachev and Aliyev appeared tc pin particular hopes
on the ability cof their social proyram to spur managers and
workers to cperate at peak efficiency. Their sccial agerda

-

includes a pledge tc link material rewards more closely to

verformance, an cffer of accelerated advancement to younger,

R

better educated ca

{

lres and an attack or corrupticn and

rrivilege. | 25X1

24
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claimants. If consumption cr investment were chosen, this woulc
nold scomre promise of breaking the low-productivity slow-growth
‘logjam arnd ultimately narrowing the technoclogical and consumer

welfare gaps but would risk losing the crucial support of major

interest grcups. 25X1

The Zalenced COption

The new leadership probably will steer away from major
changes in econcmic peclicy while Corbachev is consolidating his
political position and assessing the economy's growth

prospects. Corbachev, despite his stated disapgpecintment with

this year's eccncmic growth, may in fack believe that the

]

economy's improved performance in 1983-84 can be sustaine
through the rest of the 19s0s. In his view, a little luck wiith
weather, some modest econctic reforms, a rejuvenation of key
cconomic personnel, and a reinvigorated discipline campaign might
5oost growth enough to substantially ameliorate the rescurce
dilewmma. In his khay speech to party members in Lenincrad, he
"incicated that the target for growth in national income for 1%0o-
3¢ woulé be an aunbiticus 4 percent. If Corbachev choosec this
option, we might expect to see:

-- a balanced¢ apprcach to resource allccation, that is, no

clear pricrity for one claimant over the cthers.
-- strong emphasis on worker discigline and continued modest

experiments in economic reform,

25X1
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-- restrained interest in growth of East-West trade and

continued reluctance to incur a substantial increase in

their hard currency debt. - 25X1

Such a policy, reinforced by sharéd high expectations of
growth, would stand a good chance of being accepted by the major
interest groups, at least in the short run. Although
consumption's share is likely to decline, consuwer acdvocates
could take some satisfaction in the ccntinued comnitment to fcod
imports, the Food'Program, and imprevaents in selected areas such
as housing and¢ medical services. A higher investwment target

L
would be heartening tc those who belieVe that this is necessary
to lay a foundation for future gains 1in produétivity. Filitary -
interests weuld pe served by some rise in the growth rate cf

"m~fense spending, which shoulé allow for impressive fcrce gains

‘ng the remainder of the decade. 25X1

»

A More Racdical Option

liowever, if grcwth proves tc be 1.5-2.5 percent per year
v during 19€6-9C, as we predict, then even the modest cemands of
the rescurce claimants cannct be satisfied. Pressures will
increase to take more decisive action. Lven with these
pressures, Corbachev may still decide that ccnservative eccnonic
policies and a balanced approcach to resource allocation are his

best option. He may not feel confident enough tc aspire to more

than "muddéling through." This option will continue to look

|\
| W)

25X1
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attractive particularly if the leadership believes that the 1990s
will reduce some of their economic constraints. Crowth in the

labor force, for example, will turn upward again in the next

decade.

Cn thé other hand, Corbachev--whc locks forward to a long
tenﬁre—-may decide to exercise a mere radical option. In so
dciny, he woculé have to weigh carefully the long-term eccnomic
benefits against the potential costs to nis pelitical power and
prestige. Evidence c¢f such a shift might be his general approach
tc the issue of economic reform--a gocd litaus test of any
leader's commitment to change.* B reform program egual in size
ané stature to the Kosyyin reforms of 1%65--intended te increase
enterprise autcnomy and improve incentives--or a hajor expansion

of the private sector would be the type of refcrm needed to

25X1

25X1

signal a distinct break with the policies cf recent regimes.[:::::::125x1

In the resource allocation area, this willingness to take
mere precvocative actions‘could result in o decision tc ¢grant a
clear pricrity to one resoufce claimant rather than accept the
preéictéble censequences-—-continued slow growth--of & balanced
approach. If consumption or investmént waé‘given pricrity, the
hepe would be that this would stimulate growth encugh to

eventually satisfy the demands cf all claimants. If defense was
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favored, the Soviets might hope that this would provide the

necessary security in the short run, but in the longer-run, the

increased investment and technology dedicated to defense could

provide

some support for the civilian sector as well. . The one

Iy

chosen for favored treatment woulé depend on a variety of

Gomestic as well as external factcrs such as:

e

L collapse c¢f the strategic arms talks anc/cr
breakthroughs in US research on SD1 might favor a shift
to the military.

Centinued difficulties in accelerating the pace of
science and technoleogy, even after launchiing a major new
program in this area--scheduled for a June unvelliny--
might bolster the position of those who aryue for
increased investment growth. In this regerd, the rumocred
addition of influential econcmists such as &bel
Aganbegyah to Gorbachev's pand of aavisors ié
significant.

A realizaticn that the slow growth in consuiption causes
worker frustrations that will continue to work ccunter to
measures to becst productivity gro@th and which cause an

unacceptable ennul in every aspect of Soviet society

might tip the scales toward the consumer.

can expect to see some advance warning of such a shift in

resource allocaticn policy. Indicators of a preferential growtn

25X1

25X1

25X1

Declassified in Part - Sanitized Copy Approved for Release 2012/11/21 : CIA-RDP07G00258R000100060001-7



_Declassified in Part - Sanitized Copy Approved for Release 2012/11/21 : CIA-RDP07G00258R000100060001-7

rate for defense might be:
-- Eeplacement of llinister of Defense Sokolov with a more

aggressive acdvocate of an accelerated defense effort.

-- & reversal of the policy to
force the defense sector to share its priority claim to

resources with some consumer-related sectors.

-- Iccelerated deployment of major weapons programs.

Indicators of a preferential growth rate for investment might be:

-- lajor new investment prograws in additicr to these for

fcod, energy and machlnebuilding.
-- Leadership statements that draw»a‘direct link between
'£heir technoleogy gap with the lest and the 'slow rate of
investment growth. |

-- A major boost in orders for Vestern ecuipaent and

technology and a willingness tc increasc the burden of

the hardé currency debt,

Indicatcors of a preferential growth rate for consumption mignt

DE 2

-- Promotion to Folitburce status cf party secretary
Kapitonov, now responsidle for light incustry and
consuner geods.

-- Promulgation of a consuner goods pregram that allocates

additicnal rescurces to this sector rather than relying

mainly on better planning ané organization.

25X1

25X1

25X1

25X1

25X1
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-- Sizeable increases in wages, sustainable only by
increases in the availability of gcods and services.[::::::::]
Regaréless of which option is chosen, Corvachev and his new
team will have a full piate coping with the conseguences of
continued 'slow growth andvmounting rescurce demands. This nexus
of problems and the sclutions chosen will have a direct impact on
Soviet policy with the United States and its allies. Some would
raise the degree of confrontation while others wmight spur & more
accommodating ?osturé.
-- A high investment strateygy, for example, wculd motivate
Mocscow to increase imports from”tﬁe hWwest.
-- A high defense.strétegy would increase tensions with the
West but, ironically, would also reguire expansion of
Fast-wwest trade tc acguire high technology.
-- A high consumption strategy might imzly internationally a

relatively more moderate pclicy and spur agreements on

arms controls. 25X1

e i e

25X1
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